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Q. Please state your name and business address.

2
3 A My name is Steven Walter. Chicago Department of Environment, 30 North
4 LaSalle, Suite 2500, Chicago, lllinois, 60602.
5
6 Q What are your title and duties?
7
8 A. I am the Deputy Commissioner for Energy Management with the City of Chicago
9 ("City") Department of Environment. My duties include oversight of the
10 Commonwealth Edison Franchise and recent Settlement Agreement, assuring
11 that Commonwealth Edison ("ComEd") provides reliable service to all residents
12 within the City. | am also responsible for providing energy advice to the City, the
13 Chicago Transit Authority, the Chicago Park District, the City Colleges of
14 Chicago, the Public Buildings Commission, and the Chicago Public School
15 system. In this capacity, | was a part of the team that negotiated an 8-year deal
16 with Enron Energy Services for roughly 250 MW of power, one of the largest |
17 power purchases in lllincis in the new restructured era.
18
19 Q. What is your educational and professibnal background?
20
21 A, | hold bachelor degrees in Economics and International Relations, as well as an
22 MBA in Finance and a Masters in History. My resume is attached as Attachment
23 One.
24
25 Q. What is the purpose of your testimony?
26
27 A. | am testifying on behalf of the City and its residents about the risks faced by
2¥ ComEd, as they may affect its cost of equity and cost of capital.
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| will propose modifications to the return on equity analysis performed by
ComEd witness Daniel E. Thone, which results in a lower required return

on equity.

| will discuss ComEd's risk structure, and more importantly, how Wall
Street perceives ComEd riskiness, reviewing arguments made by ComEd

witness Sam Peltzman.

| will recommend maedifications to the capital structure ComEd has
proposed, increasing the amount of debt and decreasing the amount of

equity.

Finally, | recommend a cost of capital that takes all of these modifications

and arguments into account.

Medifications to Return on Equity

Q.

What return on equity does ComEd witness Thone recommend?

Mr. Thone recommends a return on equity of 13.25%.

Do you agree with this recommendation?

No. | recommend several modifications to the analysis Mr. Thone performed. |

then use his models to arrive at a recommended return on equity of 11.93%.

What is the first modification you make to Mr. Thone's analysis?
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2 A The first modification is to the sample of companies Mr. Thone includes in his
3 analysis. Mr. Thone includes eight natural gas utilities and four electric utilities
4 in his sample that | do not believe are comparable. The natural gas utilities are
5 removed because they are in a different industry, facing market forces and
6 regulatory forces that can be quite different from those facing the electric utillity
7 industry. The four electric utilities removed from the sample all have S&P
8 ratings lower than ComEd; thus they have inherently greater risk. These firms |
9 have identified are not comparable companies and should be removed.
10
11 Q. What is the second modification you make to Mr. Thone's analysis?
12
13 A Mr. Thone uses the Miller Model to “releverage” the discounted cash flow
14 ("DCF”) analysis. Itis my understanding that the Commission has allowed the
15 use of relevered DCF analysis for certain limited purposes in proceedings, but
16 has not approved it for determining the cost of equity. | use the unadjusted DCF
17 numbers Mr. Thane calculated.
18
19 Q. What is the third modification to Mr. Thone's analysis you suggest?
20 _
21 A. Mr. Thone arrives at his overall return on equity number by taking the average of
22 three different figures: the discounted cash flow number, the capital asset pricing
23 mode! number, and the Value Line return on equity projections. | exclude the
24 Value Line projections in deriving my final figure. Reliance on Value Line might
25 be useful in a situation where no investment analysts follow a company and
26 there is no other market forecast of earnings growth. However, it is my
27 understanding that the Commission does not allow the use of single-source

28 earnings projections in cases where many investment analysts provide such
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projections. The cost of equity process we are going through here is supposed
to capture the assessment of market attitudes and be influenced by many
available market participants. The Commission has rightly concluded in the past
that relying on a single source for determining return on equity is not appropriate

where there are multiple opinions readily available.
With these three modifications, what return on equity are you recommending?

Using the same models and calculations made by Mr. Thone, but with the above
modifications, | arrive at a cost of equity of 11.93%. The analysis accompanies

this testimony as Attachment Two.
Are there other modifications that could be made to Mr. Thone's analysis?

There are several more modifications that | saw that could be made, such as a
different risk-free interest rate in the CAPM analysis and not using the leverage
advantages in the CAPM analysis as Mr. Thone did. But | am not recommending
these changes at this time. Also, other parties might have a different sample
group of utilities to use to arrive at cost of equity calculations. All of these

modifications might be appropriate, and might be made by other parties.

Risk Structure Facing ComEd

Could you summarize ComEd’s position concerning the amount of risk it faces in

the newly restructured electric utility environment?

ComEd has brought in Professor Sam Peltzman of the University of Chicago to

speak to the risks that are faced by ComEd in the restructured market. He
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states that there are “general and specific forces that will add risk to the
distribution business.” (ComEd Ex. 9.0 at 1) The general force cited by
Professor Peltzman is the so-called “Peltzman effect,” named for the witness
after he wrote the initial papers on the theory in 1976. This theory posits that
“more regulation of prices and entry leads to reduced risk for the regulated firm.

Conversely, less regulation leads to increased risk.” (ComEd Ex. 9.0 at 1)

Professor Peltzman also cites two interlocking specific forces that increase the
risk allegedly faced by ComEd. The first is that ComEd continues to be the
provider of last resort, needing to meet the energy needs of all energy users in
their service territory. The second is that ComEd no longer has a fuel
adjustment clause to allow for automatic recovery of generation costs to

customers who come back to ComEd's system with little or no notice.

What is your response to this argument?

| would make three general points. First, the academic studies that analysed the
so-called “Peltzman effect” are not monolithic: several academic studies show
that the "Peltzman effect” does not exist in all circumstances. Second, what we
are seeking to determine here is how risky investors perceive the stock to be,
not academics; that is the rationale of setting the cost of equity in a rate case.
Third, ComEd's testimony in this case about the increased risks facing the
company contradicts all the testimony the company filed in the recent Commerce
Commission docket concerning the spin off of ComEd’s nuclear generating
stations (ICC. Dockets No. 00-0369 and 00-0394, consolidated).

What do you mean that not all academic studies support Professor Peltzman’s

conjectures?
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Professor Peltzman makes the statement that, “[tlhere have been many studies
since 1976 that have attempted to test this conclusion [the Peltzman buffering
effect]. Several of these studies have focused on electric utilities. Broadly
speaking, it does appear that less regulation of electricity increases risk.”
(ComEd Ex. 9.0 at 2) Professor Peltzman then cites three academic studies.
The City has requested copies of these studies, but ComEd has brovided only

two of the three studies cited at the time of filing this testimony.

One of the studies cited by Professor Peltzman, however, clearly shows that
increased risk does not occur in all cases where regulation decreases.
Professor Emeka Nwaeze of Rutgers tests three periods of reduced regulation,
and in one of them, the passage of PURPA, utilities actually faced decreased
risks. (Nwaeze, Emeka T., “Dereguiation of the Electric Power Industry: The
Earnings, Risk and Return Effects.” 17 JRequlatory Economics 49, 61 (2000).)

Interestingly, Professor Nwaeze also states that in the two cases where he found
that there were risk increases, he also found, “[tlhe negative return effects were
more pronounced for small utilities compared to large ones, suggesting greater
vulnerability of small utilities to the adverse consequences of inefficiency in a
competitive environmént.” ComEd is by no means a smali utility, so the
increased risk ComEd is said to be facing may reasonably be called into
question, especially as to the significance of whatever, if any, increased risk may

be found.

| won’'t go through the other academic study cited by Professor Peltzman that
was provided in discovery, since my points here are that academic studies are of
limited use to us here, especially given that there is not unanimous opinion as to
the validity of the Peltzman effect. | will cite just one additional academic study

that Professor Peltzman did not cite in his testimony. That study came to
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opposite conclusions than Professor Peltzman. In 1997, Professors Wallace,
'Rangan, and Rosenstein studied the Peltzman effect. The conclusion of the

paper was that:

“The results indicate that reguiation seems to influence beta (risk} as
predicted by the buffering hypothesis, but only during the period from
October 1976 to December 1981, when fuel prices were rising
dramatically. The buffering hypothesis does not hold over the period from
January 1982 to December 1987, when fuel prices declined or over the
period January 1988 to December 1992 when fuel prices were relatively
stable.” (Davidson, Wallace N., Nande Rangan and Stuart Rosenstein,
“‘Regulation and systematic Risk in the Electric Utility Industry: A Test of
the Buffering Hypothesis,” 32 The Financial Review Vol. 32, No. 1 163-
184 (1997).) :

My point is not to do a complete literature review. It is sufficient for our purposes
here to know that there is disagreement in the academy over the so-callied
Peltzman effect. It might hold, it might not. it might hoid true only in certain
narrowly defined periods, or within narrowly defined constraints. The point in
this proceeding, however, should be whether these academic studies are having

any effect at all on the return investors demand.

What do you mean by the statement “the point in this proceeding should be
whether these academic studies are having any effect at all on the return

investors demand”?

Because ComEd's prices are set through regulation, the leve! of return included
in those prices cannot be determined by the market. The Commission must act
in the place of market forces to match the return within regulated rates to those
in the prices of comparable firms. As ComEd's witness Daniel Thone stated,

“The cost of common equity used in calculating a utility's revenue requirement
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1 must be consistent with market expectations to ensure that regulation is meeting
2 the company’s financial needs.” (ComEd Ex. 8.0 at 4) It is market expectations
3 of earnings corresponding to particular levels of risk and to particular industries
4 that the Commission is trying to mimic here, not academic studies. The use of
5 academic studies to prove that the relevant risk is different from objective market
6 evidence reminds me of the old joke about economists: An economist sees some
7 process working well and thinks to himself, “well it certainly works in practice, but
8 will it work in theory?”
9
10 Q. Have you looked at what the market expectations of risk are for ComEd?
11
12 A. Yes, | have. | performed a simpie search on the internet, using Yahoo! Finance,
13 and found a summary of equity analysts opinions for Exelon. Yahoo! Finance
14 summarized the opinions of 15 equity analysts covering Exelon. Of these 15
15 analysts, 12 are telling their clients to buy Exelon stock, and 3 are saying a more
16 neutral “hold” position is warranted. No analysts are telling their clients to sell
17 the stock. On the first page of that summary, you see that, on a grade of 1
18 (best stock to buy) to 5 (sell this stock soon), Exelon ranks 1.8. This is better
19 than the market as a whole (at 2.18) and even the electric utility industry (at
20 2.27). Allin all, itis clear that analysts have a very high opinion of Exelon stock
21 - i.e., that its level of return on investors' money is quite favorable.
22
23 If we look even more closely, at selected analyst reports from brokerage houses,
24 we see this trend even more pronounced. For instance, Morgan Stantey Dean
25 Witter analysts have obviously not read the academic studies Professor
26 Peltzman cites, since in their opinion the risks faced by Exelon are (1) potential
27 growth through acquisitions, and (2) nuclear operations. (Investment Report on
28 Exelon, prepared by James von Riesemann and Kit Konolige, Morgan Stanley
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1 Dean Witter, March 7, 2001.) Steven Fleishman at Merrill Lynch states that he
2 “[vliew[s] Exelon as one of the premier growth utilities with top tier positions in
3 generation, nuclear, power marketing, and telecom/infrastructure services.”
4 (Investment Reports on Exelon, prepared by Steven . Fleishman, Merrill Lynch,
5 January 31, 2001; March 1, 2001; April 25, 2001; and July 25, 2001.)
6
7 It is clear that investment analysts tend to see Exelon (ComEd’s parent) as a
8 very good stock to purchase. It has low risk and high potential. Nowhere do
9 analysts state that Exelon could face increased risk because of its distribution
10 subsidiaries. In fact, the risk factors cited by stock analysts are the old ones of
1t management capabilities and performance of the nuclear fleet.
12
13 Q. You stated earlier that Professor Peltzman cited, in addition, two specific
14 interlocking reasons for stating that ComEd faced increased risks. Could you
15 elaborate on these?
16 _
17 A. Yes. Professor Peltzman correctly states that ComEd is the provider of last
18 resort under lilinois restructuring. He sets up the situation where a customer of
19 another retail energy supplier comes back to ComEd, and ComEd has to provide
20 power to her. ComEd is at risk of having to buy power for that customer at high
J prices. “Because it [ComEd] will have no control over generation, it will now be
22 exposed to fluctuations in demand for open access due to supplier behavior that
23 is beyond its control, as well as the downstream risks stemming from these
24 fluctuations.” (ComEd Ex. 9.0 at 5)
25
26 Professor Peltzman is correct that these price fluctuations might occur. He is
27 even correct that ComEd may be exposed to higher risk because of them.
28 However, the decision to sell its generating fleet of over 20,000 MW was entirely

10




Illinois Commerce Commission No. 01-0423 COC 1.0

ComeEd'’s decision. In certain states, notably California, utilities were required to

Pt

2 divest their generating assets. lllinois did not make such a requirement of its
3 utilities. ComEd could still be sitting on its coal, gas, oil, and nuclear fleet of
4 generation, insulating its customers from “supplier behavior” as well as
5 “downstream risks.” Instead, it pocketed over $4 billion for its fossil plants, and
6 spun its nuclear fleet off to an Exelon subsidiary that will sell this power at
7 market rates. |f ComEd faces increased risks because it has “no control over
8 generation,” it is entirely of ComEd’s doing. Ratepayers should not be penalized
9 for ComEd's voluntary management decisions — decisions that under Professor
10 Peltzman’s analysis seem imprudent as to ComEd'’s statutory service
11 responsibility.
12
13 Also, Professor Peltzman cites the lack of a fuel adjustment clause as the
14 second specific factor increasing ComEd's risk profile. ComEd retains the
15 obligation to serve, he observes, but owns no generation to serve any increase
16 in demand. Therefore, it would have to purchase power on the market, and sell
17 that power (at least until January 2005) at frozen rates.
18
19 it is true that ComEd does not have a fuel adjustment clause, so cannot pass
20 through automatically the increased cost of power. However, once again, the
21 decision to get rid of the fuel adjustment clause was entirely ComEd's. | have
22 been unable to find any news account where any outside party called on ComEd
23 ask the Commission to eliminate its fuel adjustment clause. This perceived
24 increase in risk is entirely of ComEd's doing.
25
26 Also to be noted is the fact that under lllinois taw, ComEd is allowed to petition
27 the Commission for reinstatement of the fuel adjustment clause five years after it

28 is eliminated (but no earlier than 1/1/2005). If ComEd has fixed fuel prices until

11
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12/31/2004, and can reinstate the fuel adjustment clause in 2005, there is no
risk to ComEd.

In any case, with regard to both of these specific risk factors Professor Peltzman
has brought up, they seem to be moot in face of ComEd’s filed tariff Rider 1SS.
Professor Peltzman looks to the example of a non-ComEd customer coming
back to ComEd for whatever reason. ComEd has to buy power in the open
market for that customer. Professor Peltzman believes this to be a risk to
ComEd, since ComEd may not be able to recoup the cost of that power. If
Professor Peltzman had read Rider ISS, he would have seen that ComEd
charges customers under this scenario the market price for the power — the price
that ComEd itself had to pay for the power. There is no risk to ComEd in this

instance.

In summary, Professor Peltzman cites two specific factors that allegedly increase
ComEd’s risk profile that were caused by ComEd's own actions: selling its
generation fleet and getting rid of its fuel adjustment clause. ComEd now wants
to add to ratepayers’ burdens because of the Company’s voluntary actions. If
Professor Peltzman is correct, and ComEd does face increased risk because of
these two actions, ComEd shareholders should bear any increased costs caused
by these actions. Ratepayers should not be further burdened by ComEd's
voluntary (and, under Professor Peltzman’s analysis, imprudent} management

decisions.

You stated earlier that claims of increased risks to ComEd are at odds with

statements made by ComEd in an earlier proceeding. Could you please

elaborate?
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Yes. In ICC Docket No. 00-0369 and 00-0394, Consolidated, ComEd
successfully sought Commission approval to transfer ownership of its nuclear
generating assets to an Exelon subsidiary. Throughout that proceeding, ComEd
witnesses stated over and over that the sale, and resulting lack of its own
generation, would have no effect on the riskiness of the Company’s equity and

would not affect the rate of return.
Could you provide just a few citations to show this contention?

Yes. Beginning with the Company’s filed Notice of Transfer of Generating
Assets and Wholesaie Marketing Business, at page 3, ComEd states, “the
Transfer will not negatively affect ComEd’s rate of return on common equity
(“ROE™), and therefore will have no adverse effect on retail rates. Moreover, the
Transfer protects the Company’s ROE from many of the risks associated with
nuclear plant operation and the advent of retaif competition.” {Notice at page 3,
(emphasis provided)) ( See A Haeclhh ment Th ree)ln.: reto.

In accompanying testimony, Robert McDonald, a Vice President with then

named Unicom, an Exelon predecessor, stated

“The merger [and spin off of nuclear fleet] will allow Unicom to separate
ComkEd’s generation function from the transmission and distribution
operations and to isolate some of the risks inherit [sic] in the generation
business. it will focus greater management attention on improving the
operation of the transmission and distribution systems. Finally, the
reorganization will structure operations to ensure the continued financial
viability of ComEd. As we have previously explained to the Commission,
ComEd will emerge from the reorganization stronger, from both
managerial and financial perspectives.” (ICC Docket No. 00-0369 and
00-0394, Consclidated, Appendix E to Notice, %age 5.) (S e e

Attecl ment TWree , hereto .

13
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Further on, Mr. McDonald states,

‘[Tlhe Transfer will not adversely affect either the cost of debt or the cost

of equity. While, as the Commission notes, the Transfer will reduce the

leve! of “hard assets” on the Company’s books, it is far more significant

from a lender’s credit-assessment perspective that the Transfer will

greatly reduce ComEd's generation-related default risk. Further, the

Transfer is not expected to significantly affect ComEd's required return on

equity.” (ICC Docket No. 00-0369 and 00-0394, Consolidated, Appendix )
E to Notice, page 17, (emphasis provided).) (See Atachwmewt Tkree)fn.ew*o-

Finally, to sum up, Mr. McDonald states,

“The rating agencies have indicated that the financial parameters
considered appropriate for measuring the debt default risk of a vertically
integrated electric utility company are not necessarily suitable for
assessing the debt default risk of a wires company. In particular, the
agencies’ general assessment is that companies electing to focus on
generation will need higher cash flow coverages and stronger
capitalization ratios (i.e., more equity) to maintain the same debt rating as
the generation market becomes more competitive. As a result, the
general view i1s that transmission and distribution companies are likely to
experience relatively higher credit ratings for simitar levels of debt-
protection.” (ICC Docket No. 00-0369 and 00-0394, Consolidated,
Appendix E to Notice, page 18.) ( See HHaochmeut Thro&))qere‘{’ 0’)

As can be seen quite plainly, when it sought to spin off its nuclear fleet, ComEd
assured the Commission in all its testimony and evidence that the risks to the
distribution company would decrease. Since it has pocketed its $4.8 billion for
the fossil plants, and successfully spun off the nuclear fleet to an unregulated
company, ComEd turns around and claims that its own actions have now
increased the risks faced by the distribution business. | don'’t believe this to be
the case, and financial analysts don't believe this to be the case. But, even if it

were the case, since the increase in risk will have been caused by ComEd’s own

actions, ratepayers should not be forced to pay for this.
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Modifications to ComEd’s Capital Structure

Q.

What is the capital structure that ComEd is seeking to have approved and

financed in this rate case?

In the testimony of ComEd witness John E. Ebright, he seeks recovery on a
capital structure consisting of $6,963,798,000 of long term debt and
$5,933,786,000 of equity. This results in a debt to equity ratio of 54%/46%.

Do you have any modifications to suggest to this capital structure?

Yes, | have one modification to suggest to the Commission. The modification
concerns the amount of Instrument Finance Charge (“IFC") debt ComEd carries
on its books for purposes of this proceeding. IFCs were allowed by the
legislation restructuring the electric utility industry. IFCs are financial
instruments backed up by legislatively mandated rates and charges, and thus,
are seen to be less risky, and lower priced, than most other financial instruments

ComEd could issue.

ComEd has reduced the amount of IFC debt outstanding by $313,748,642 for
debt that will redeemed in 2001. This is a legitimate modification. However,
ComEd also reduces its outstanding debt by a further $340 million for IFC debt
that will be redeemed in 2002. This is not a legitimate modification since it is out
of test year. ComEd does not support this modification in any way, providing
only the bald statement that it is making the modification, but providing no
rationale. In any case, | can see no rationale for making such a modification

outside of the test year.
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Q.

What is the result of this modification?

This modification increases the amount of debt in the capital structure by $340

million.

Are there any other modifications to be made to Mr. Ebright’s proposed capital

structure?

There might be one more modification | will propose to the amount of equity. |
am working with Mr. Ed Bodmer, a government and consumer witness, to
determine the correct level of equity to be included in the capital structure.
Given the amount of financial data to be analyzed, and given the adjustment
made to equity accounts because of the merger with PECO and the spin off of
generation assets, this analysis is not yet completed. | reserve the right here to

make modifications to the capital structure | use to determine the cost of capital.

With these modifications, what is the capital structure that the Commission

should use when setting a cost of capital for this rate case?

The capital structure the City is recommending is shown in detail on Attachment
Three to my testimony. This shows a debt to equity ratio of 55%/44%. With this
capital structure, and the cost of equity |1 spoke of earlier, the cost of capital that
the Commission should apply in this rate case is 847%.

9.40

Does this conclude your testimony?

Yes.
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Steven P. Walter

502 West Briar 312-744-8901 (W)
Chicago, IL 60657 773-935-9365 (H)

PROFESSIONAL EXPERIENCE
Deputy Commissioner, Energy Policy. City of Chicago, Department of Environment.
December 1996 to present.
Identification and analysis of energy issues facing the City and its residents. Preparation
of policy recommendations for Mayor's Office and various City agencies. Development

of various energy policies and programs for City and residents. Major achievements:

e Negotiated 400 MW power purchase with Enron Energy Services, saving City
and Allied agencies 10 per cent of energy costs. :

» Negotiated nation’s largest renewable power purchase (80 MW) with
Commonwealth Edison and Environmental Resource Truct

» Negotiating team leading to Scttlement Agreement with Commonwealth Edison
Company (§1.25 billion Franchise dispute).

e Negotiated 10-year, 50 megawatit purchase of power from Calumet Energy Team.

e Directed rengwable energy programs, including announcements of deployment of
over 3 megawatts of solar photovoltaic energy within three years.

o Dirccted energy cfficiency program that has grown client basc to over 60 Chicago
industrial firms.

e Directed energy efficiency program for City of Chicago that includes recently
announced 15 milhon square feet of energy retrofits.

Budget Officer. Ilinois Department of Commerce and Community Affairs. July 1995 to
November 1996.

Research Economist. Illinois Department of Energy and Natural Resources. January 1991
to June 1995,

Rate Analyst. Public Utilities Commission of Ohio. April 1989 to May 1990.
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Instructor. Department of Communications. The University of Scranton. September 1993
to May 1995.

EDUCATION
Graduate work in Law. The John Marshall School of Law. September 1994 to June 1994.

Post Graduate work (towards Ph. D.) In Diplomatic and Economic History. The Ohio State
University. August 1985 to June 1987.

Master of Business Administration in Finance. The University of Scranton. May 1985.
Master of Arts in History. The University of Scranton. May 1985.
Bachelor of Arts in Economics. The University of Scranton. May 1983.

Bachelor of Arts in International Relations. The University of Scranton. May 1983.

SPEECHES AND PUBLICATIONS
(Partial Listing)

“Illinois’ Electric Deregulation Legislation.” Presented to the Urban Consortium Energy Task
Force Summer Meeting. Corpus Christi, Texas. September 11, 1998.

“Preparing for Electric Deregulation.” Presented to the National Association of Counties Annual
Conference. Portland, Oregon. July 19, 1998,

“Chicago’s Strategy m a Deregulated Environment.” Presented to the Urban Consortium Energy
Task Force Summer Meeting. Albuquerque. New Mexico. September 9, 1997,

“Quantifying Electric Utility Competiton.” Prescnted to the Retail/Wholesale Wheeling
Conference. Orlando, Flonida. December 12, 1994, '

“Nuclecar Power Performance Standards.” Proceedings of the 1992 PowerGen Conference.
Orlando, Florida. November 16, 1992,

“The Role of Least Cost Planning in Ratc Cases.” Presented to the Illinois Economics
Association Annual Conference. Chicago, Illinois. QOctober 17, 1992,

“Least Cost Planning and Rate Design.” Presented 1o the National Regulatory Research Institute's
Biannual Conference. Columbus, Ohio. September 10, 1992.
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“Nuclear Performance Standards: Preliminary Results.” Proceedings ofthe 1992 InterRAMQ
Conference. Philadelphia, Pennsylvania. August 27, 1992.




Attachment Two to City Ex. 1.0

ConEd
Energy East
Idacorp
KCPL

Nstar
PEPCo

Schedule One

DCF Results {Low Growth Estimates)

Mkt. Cap. DCF (low Growth)

7,800
2,200
1,800
1,700
2,200
2,500

18,200

9.50
10.95
8.97
12.30
1247
9.38

10.60

watd
4,07

1.32
0.89
1.15
1.51
1.29
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ConEd
Energy East
Idacorp
KCPL

Nstar
PEPCo

Schedule Two

DCF Results (High Growth Estimates)

Mkt. Cap. DCF (high Growth)

7,800
2,200
1,800
1,700
2,200
2,500

18,200

13.87
14.33
15.43
12.54
17.98

9.85

wgtd
5.94
1.73
1.53
117
217
1.37
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Scedule Three
CAPM Analysis Resuits

Mkt. Cap. CAPM wgtd

ConEd 7,800 1210 5.19
Energy East 2,200 1148 1.39
Idacorp 1,800 1205 1.19
KCPL 1,700 1247 1.16
Nstar 2,200 11.03 1.33
PEPCo 2,500 10.20 1.40

18,200 11.66
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Schedule Four

Cost of Equity Summary
DCF (Low Growth) 10.23
DCF (High Growth) 13.91
CAPM 11.66

Average of Three 11.93
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Illinois Commerce Commission 4
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Re:

Commonweslth Edison Company

Dear Ms. Caton:

On behalf of Commonwealth Edison Company, enclosed for filing picase find the
original and four copies each of the following matenals:

1.

a verified "Notice of Transfer of Assets and Wholesale Marketing
Busmess" (" Asset Transfer Notice™);

2. confidential Appendix H to the Asset Transfer Notice;
3. confidennal Appendix K to the Asset Transfer Notice;
4. confidential Appendix L to the Asset Transfer Notice; and
5.

personnej

a verified "Request for Confidential Treatment” of Appendices H and M.

As a countesy, copies of Items 1 and 5 are being sent to all individuals listed on the
attached Distnbution List; Items 2. 3 and 4 arc being sent only to the listed Commission

Would vou please return the stamped extra copies of these matenials in the enclosed self-
addressed stamped envelope. Thank you for your assistance.
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~ ILLINOIS COMMERCE COMMISSION
Commonwealth Edison Company ) o - 4
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Notice of transfer of generating assetsand ) = ~oo=
wholesale marketing business and entry into ) E ar
related agreements pursuant to ) = © L=
Section 16-111(g) of the Illinois Public ) s 8 2Z
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NOTICE OF TRANSFER OF GENERATING ASSETS
AND WHOLESALE MARKETING BUSINESS
e
Rebecca J. Lauer Paul T. Ruxim
General Counsel Christopher W. Flynn
Commonwealth Edison Company Holly D. Gordon
125 S. Clark Street Jones, Day, Reavis & Pogue
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STATE OF ILLINOIS
ILLINOIS COMMERCE COMMISSION

Commonwealth Edison Company

Notice of transfer of generating assets and
wholesale marketing business and entry
into related agreements pursuant to
Section 16-111{g) of the Mlinois Public
Utilities Act.

S Nt Nt Nt g Nt N

NOTICE OF TRANSFER OF ASSETS
AND WHOLESALE MARKETING BUSINESS

To the Hinois Commerce Commission:

Pursuant 1o Section 16-111(g) of the Ilinois Public Utilities Act ("Act”), 220
ILCS 5/16-111(g), Commonwealth Edison Company ("ComEd" or the "Company") kercby
notiftes the Commission of the Company's intent to engage in all of the transactions and
activities set forth in the agrecments attached hereto as Appendices A-D. In general, pursuant to
those agreements ComEd intends to transfer to an affiliate ("Exelon Genco™) all of its nuclear
electnic generating assets ("Nuclear Stations”), together with certain related assets and
obhigations, and its wholesale marketing business, inicluding any and all real and personal
property used to conduct that business, in exchange for ComEd common stock. Additionally,
ComEd wiil assign to Exelon Genco its nghts and obligations under vanous power suppity
agreements. {The vanous steps involved 1 the transier of assets, nights, obligations and the
wholesale marketing business shall be referred to collectively as the "Transfer.”)

Previously, on March 16, 2000, the Company filed a notice ("March 16 Notice™)
of its intent 1o transfer the nuclear assets and wholesale marketing business to Exelon Genco.
The Commussion set the March 16 Notuce for hearing in Docket 00-0244. During the course of

that proceeding, the Company determined that it would be appropriate to transfer the Company's
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investment in Concomber, Lid. ("Concomber”) to Exelon Genco. Concomberis a wholly-
owned subsidiary of ComEd that writes insurance policies for certain work performed by third-
party vendors at the generating stations. On May 18, 2000, the Company voluntarily moved to
dismiss Docket 00-0244.

Other than the transfer of the common stock of Concomber, the effect of the
Transfer described herein on ComEd will be identical to that of the transfer under consideration
in Docket 00-0244. From the date of the Transfer through 2004, ComEd will obtain all of its
power supply from Exelon Genco. In 2005 and 2006, ComEd will obtain all of its power supply
from Exelon Genco, up to the available capacity of the Nuclear Stations. ComEd wiﬁ obtain any
additional supply required from market sources in 2005 and 2006, and, subsequent to 2006,
would obtain all of its supply from market sources, which could inciude Exelon Genco.

In connection with the Transfer, the Company intends to enter into various
agreements with Exelon Genco. including a contribution agreement (the "Contribution
Agreement”) {(generally in the form of Appendix A), an interconnection agreement
(“Interconnection Agreement”) (generally in the form of Appendix B) pertaining to each Nuclear
Staticn, a facilities and easement agreement at the Zion Station ("Facilities Agreement™)
(generally m the form of Appendix C) and & power purchase agreement (the "PPA”) (generally in
the form of Appendix D).

Exelon Genco will be formed upoa, and the Transfer will take place upon or
sbortly after, the closing of the merger of ComEd's parent, Unicom Corporation ("Unicom™),
with PECO Energy Company ("PECO"). As ComEd has previousty notified the Commission
under Section 16-111{g) (the "Merger Notice™), Unicom has agreed to merge with a new holding
company affiliate of PECO 1o form Exelon, Inc. ("Exelon™). Prior to or at the time that ComEd

transfers its assets, PECO also will trapsfer its electric generating resources and wholesale
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marketing operations to Exelon Genco. As a result of ComEd's and PECO's transfers, all of
Exelon's generation and wholesale marketing operations will be under central control.

Beyond the benefits associated with centralizing generation and wholesale
marketing operations, the Transfer offers two significant benefits for ComEd and its retail
customers: (1) it will furtber separate ComEd's wires (transmission and distribution) function
from the generation and wholesale ma:rketing functions, and (ii) it will offer ComEd protection
from certain operational and financial risks associated with its Nuclear Stations. By relocating
the generating and wholesale marketing businesses, and shifting associated risks, to Exelon
Genco, the Transfer is a further significant step in the restructuring of ComEd's operations to
both facilitate and adapt to the development of competitive retail and wholesale markets.

The Transfer will bring these benefits to ComEd with no adverse effect on system
reliability. The same management that recently has resurrected the nuclear plants' operating
performance will continue to manage the plants. Exelon Genco will have access to the same
sources of supply as ComEd, and will bning 1o the table the expertise of PECO's highly respected
"PowerTeam" — an industry leading wholesale energy group.

Further, as shown in Appendix L hereto, the Transfer will not negatively affect
ComEd's rate of return on common equity ("ROE"), and therefore will have no adverse effect on
rctail rates. Moreover, the Transfer protects the Company’'s ROE from many of the risks
associated with nuclear plant operanon and the advent of retail competition.

In connection with the Transfer, ComEd will transfer all assets in its qualified and
non-qualified nuclear decommissioning trusts to Exelon Genco, which will then be responsibie
for admimistening the decommissionmg trusts. Under the Contribution Agreement, ComEd will
remain hable for the funding of the unfunded decommissioning hiability, and will continue to

collect decommissioning charges from customers. On May 17, 2000, the Company filed a
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petition to iﬁiﬁate a scparate proceeding to address issues relating to post-Transfer
decommissioning charge recovery.

The Company anticipates that the Commission will set this Notice for heanng.
To allow the Commission to take full advantage of the 90 day period under Section 16-111(g),
the Company includes with its Notice, as Appendices E and F, respectively, the direct testimony
of two individuals: Mr. Robert McDonald, Unicom's Vice President Stratcgic Planning and Mr.
Robert Berdelle, Unicom's Vice President and Comptrolier.
L Description of the Transfer
| A. The Parties

The principal parties to the transfer are ComEd and Exelon Genco, which will be
affiliates under common ownership by Exelon.’

ComEd. ComEd is engaged in the production, transmission, distribution and sale
of clectricity to wholesale and retail customers. ComEd provides service to more than 3.4
million customers (nearly 300,000 are commertial and industrial customers, and the rest
residential) across northern Illinois, or 70 percent of the state'’s population, covering
approximately one-fifth of the state of Illinois (including the city of Chicago).

ComEd's current net generating capability is approximately 9,550 megawatts
(MW), supphied bv five Nuclear Statons. (ComEd has a sixth Nuclear Station, Zion, which has
been retured.) In December 1999, ComEd completed the sale of 9,772 MW of fossi! plants to
Edison Mission Energy ("EME™). The Commussion previously approved that sale in Docket No.

99-0282. In connection with the EME sale, ComEd entered into certain PPAs with EME. The

: As will be discussed, the Transfer will be achieved through the use of a new ComEd
subsidiary, which will be created for the sole purpose of effectuating the Transfer.
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EME PPAs entitle ComEd to purchase capacity and energy from EME on specified terms
through December 31, 2004. '
Prior to the EME sale, ComEd had sold fossil plants to affiliates of Dominion:
Resources, Inc. ("Dominion™) and Southern Company ("Southern™). ComEd had also entaed
into PPAs with Dominion and Southem. Additonally, going forward, ComEd has PPAs witli:i
several independent power producers (IPPs). (The PPAs with EME, Dominion, Southern and the
IPPs shall be referred to as the "Fossil Agreements™). ':
Exelon Genco. Exelon Genco will be a wholly-owned subsidiary of Exelon ‘ﬁhai
owns and operates to the generation assets and business of ComEd and PECO. As ComEd
explained in the November 23 Notice, PECO has more than 100 years of generation plant |
management experience. PECO participates actively in the dercgulated marketplace, tradmg
wholesale power 24 hours a day in 47 states and Canada :
PECO s mcogm.z.ed as a leading nuclear operator across the industry and has
managed other plants under service contracts. PECO’s Energy Generation division is respon‘:sibic
for safe, reltable and efficient operation of PECO‘s power generating facilities, which inc]ud%s a
diverse fleet of nuclear, hydro, and fossil generating units. PECO's substantial nuclear fleet tlxas
set new nuclear performance standards 1n safety, capacity factors, refueling efficiency and Io;v
operaung and maintenance costs, while producing more than 33 billion kilowatt-hours of nur":lear
electncity in 1998. PECO also has coal, oil, naturai gas, landfill gas fired generators, run of the
nver and pumped storage hydro facilities. :
At the heart of PECO's wholesale power business is PowerTeam — & ﬁvo—ytmj' old
unit that 15 a leading supplier of rehiabie electncity to other utilities, cooperatives and markcticrs

all across the continental United States and Canada. PowerTeam's energy sales have grownm

each of the past five years, and for the first time, wholesale deliveries exceeded PECO's retail
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sales in 1998 PowerTeam also has agreements to market full output of plants under construction
or planped in Texas, Georgia and Oklashoma.

PECO also has an interest in AmerGen, a pantnership with British Energy, which
was formed in 1997 to acquire additional nuclear generating assets. Both PECO and British
Energy have strong operating cultures for safety and reliability. AmerGen bas acquired (with
this Commission's approval) the Clinton Power Station in southern Illinois. | |

B. Assets and Obligations To Be Transferred

The specific assets ComEd intends to transfer to Exelon Genco are identified and
described in the Contribution Agreement (Appendix A). ComEd intends to transfer and/or
assign to Exelon Genco (as applicable): (i) all six of its Nuclear Stations, including the land on
which they sit, and the equipment used in their operation; (if) the Company's rights under the
Fossil Agreements; (iii) vartous fuel supply agreements and other leases and contracts related to
the generation business; (iv) all personal and real property, assets and obligations related to and
used 1n the conduct of ComEQ's wholesale marketng business (e.g., computers, trading floor
equipment, trading floor lease, etc.); and (v) the capital stock of Concomber held by ComEd.

ComEd will also transfer to Exelon Genco all assets, inciuding investments, held
in ComEd's decommissionimng trusts. ComEd will retain the obligation to collect unfunded
decomnussioning cost charges frorn customers, and to forward such funds to Exelon Genco.

ComEd will not transfer to Exelon Genco any transmission or distribution assets,
except for the synchronous condensers at the closed Zion facility, and the parcels of land on
which those condensers and certain other facilites sit ComEd will retain the right 10 operate and

control the condensers.? ComEd will continue to own and operate its transmission and

? The Company notes that it is transierring certain step-up transformers, generator leads
and related facilities. These assets, which are not reflected in transmission rates, and
(continued...)
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distribution assets subject to any current or futnre obhigations to the Midwest Independent
System Operator.
C. The PPA

A ceniral feature of the Trunsfer is the PPA (Appendix D), a power supply
agreement under which Exelon Genco will supply all of ComEd's requirements from the date of
the Transfer through December 31, 2004 (the "Initial Term"™), and will supply all of ComEd's
requirements up to the available capacity of the Nuclear Stations in 2005 and 2006. The PPA
will ensure ComEd a reliable source of supply, while at the same time protecting ComEd from
both the risk of suboptimal performance of the nuclear units and many of the financial effects of
load loss associated with the transition to a competitive retail market.

Under the PPA, Exelon Genco will be ComEd's sole extemnal source of supply
during the Initial Term of the PPA.> Exelon Genco will supply all capacity and energy required
by ComkEd to serve its load, satisfy applicable reliability requirements, provide ancillary services
and satisfy any and ali other obligations that ComEd may have. To satisfy ComEd's
requircments, Exelon Genco will rely on the same sources of supply that would otherwise be
available to ComEd: the nuclear units; the Fossil Agreements; and other market sources. In this
regard, then, Exelon Genco will rely on the same sources of supply that ComEd would rely on

were the Transfer never to occur. However, the prices will be fixed for the Initial Term to protect

(...continued)

which are typically viewed as generanng assets, are nonetheiess considered 10 be
Junsdictonal {i.c., transmission) assets by FERC for purposes of Section 203 of the
Federal Power Act. Accordingly, as will be discussed, ComEd has obtained FERC

approval of the Transfer.

} ComEd may still, from time to time, employ small generators (known as “distributed
generation™) throughout its system for reliability purposes. ComEd will aiso continue to
make purchases from other entities to the extent required by law, such as under the Public
Utility Reguiatory Policy Act of 1978.

CH:. 10873493 7




ComEd from any increases in cost, whether due to operating costs, additional investment or
market prices.

The PPA sets forth a schedule of energy prices, on- and off-peak, by month for
the fuli term of the agreement. (ComEd will not pay a separate capacity charge.) The price of
energy provided to ComEd under the PPA is intended to reflect the cost to ComEd of the same

supply mix were the Transfer never to occur.

The monthly prices were developed on the basis of ComEd's cost of service

associated with the Nuclear Stations, prices under the Fossil Agreements, and projections of

* energy market prices. The Transfer is not intended to lock in ComEd's power supply costs at an
historical lcvel that is higher than costs going forward. Accordingly, the Nuclear Station costs
reflect both a projected write-down of investment in the Nuclear Stations at closing of the
Unicom-PECO merger and the benefit of the improvement of the Nuclear Stations' operating
performance in recent periods. In other wonds, the PPA pricing recognizes a reduction in plant
investment and an increase in the units' operation at higher capacity factors than those at which
they have historically operated.

The pricing in the PPA protects ComEd from risk that nuclear plant performance
detenorates during the term of the agreement  Naturally, ComEd does not expect that the same
team that has rescued the nuclear umits from the prior performance patterns and established an
adrmurable operating record would aliow the units to return to their prior performance patterns.
Nonetheless, under the PPA, ComEd will no lopger bear that risk; it will become Exelon Genco's
nsk. ComEd will pay prices based on high operating performance levels regardless of actual
performance. This not only protects ComEd from nuclear piant operating risk, but also provides
Exelon Genco with a significant incentive 10 keep the plants nmning well. Any operating

performance slippage will accrue to the sole detriment of Exelon Genco.
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The PPA pricing also allows ComEd's power supply costs to rise and fall with its
load. ComEd will no longer have any fixed costs that it has to cover regardiess of load levels.
Rather, ComEd will only be required to pay for that energy which it needs. If ComEd's load
falls, its costs fall, as well, in proportion to the reduction in Joad. This feature protects ComEd's
ROE from a significant risk associated with the level of load switching to other suppliers.

D. Post-Transfer Management |

The Transfer refiects ComEd's effort to further restructure its operations to reflect
the new environment. As ComEd explained in the Merger Notice, generation has become a more
complex operation than it was in the past, with a different set of risks, and demands increasing
leveis of managerial atiention. At the same time, ComEd is striving to improve its distribution
and transmission system performance, which also requires an increasing amount of
management's time. Further, ComEd needs to assure that the company will continuc to be
healthy financially as it faces increasing levels of competition.

The Transfer will separate Exelon's generation function from ComEd's
transmission and distribution operations, and will not interfere in any respect with the operation
of the transmission and distribution systems. ComEd will have a Distribution President, Mr.
Carl Croskey, who will be responsible for delivery services. Because ComEd will no longer be
in the wholesale power markeung business, Lhe position of Distribution President will be able to
focus principally on distrtbution operations

Exelon Genco will continue the present focus on maintaining excellent
performance at its nuclear plants. Mr. Oliver D. Kungsiey, Jr. will be the Chief Nuclear Officer
of the combined ComEd-PECO sysiern.

E. Mechanics of the Transfer
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The specific steps that will be followed to effect the Transfer are set forth on

Appendix G.
" IL Satisfaction of Regulatory Requirements
A, Provision of Information Required under Section 16-111(g)

Section 16-111(g) provides that an electric utility transferring ownership of
electric generating assets must comply with the provisions of Section 16-128(c) and (d) of the
Act, as applicable, and give the Commission certain information and at least 30 days notice of
the transfer. ComEd provides the following information and commitment required by Section
16-111(g) of the Act:

(i) a compiete statement of the entries that the electric utility will make on its
books and records of account to implement the proposed reorganization
or transaction together with a certification from an independent certified
public accountans that such entries are in accord with generally accepted
principles and, if the Commission has previously approved guidelines for
cost allocations between the utility and its affiliates, a certification from
the chief accounting officer of the utility that such entries are in accord
with those cost allocation guidelines

The statement of entries and required certifications are attached as Appendices H,
Tand J.*

(ii} a description of how the electric utility will use proceeds of any sale,
assignment, lease or transfer 1o renre debt or otherwise reduce or
recover the costs of services provided by such electric utility

The Transfer will not produce anv proceeds for ComEd. The Transfer will be
accomphished by making a capital contribution of the assets to Exelon Genco. In return, ComEd
will recetve ComEd cbmmon stock from Exeion, with no cash proceeds to ComEd. This

exchange will permit ComEd to maintain a reasonable capital structure. The merger of Umicom

and PECO Energy will result in significant goodwill being recorded on ComEd's books, thereby

‘ Portions of Appendix H are confidential, and that Appendix is being submitted in both
redacted and confidential form.
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significantly increasing the equity component of ComEd's capital structure, absent other
measures, The Transfer will result in a capital structure reasonably comparable to that which
ComEd will have prior to the merger and Transfer.

(iii)  a list of all federal approvals or approvals required from departments and
agencies of the State, other than the Commission, that the electric utility
has or will obtain before implementing the reorganization or transaction

The Transfer requires spproval from the following federal regulatory sgencies: a)

the FERC, under Section 203 of the Federal Power Act for the asset transfer, and under Section
205 of the FPA for the PPA, Facilities Agreements, and Interconnection Agreements; ComEd
has received its Section 203 approval from the FERC; ComEd intends to make the Section 205
filing subsequent to the conclusion of any proceeding under Section 16-111(g); b) the Nuclear
Regulatory Commission, for a transfer of ComEd's nuclear operating licenses; ¢) the SEC, under
the Public Utility Holding Company Act of 1935; and d) the Federal Communications
Commission, for a change in control of telecommunications licenses; ¢) the Illinois
Environmental Protection Agency ("I[EPA"), for a change in control of various permits; and f) the
[iinois Department of Nuclear Safety with respect 1o radioactive material licensing.
Additionally, the Company will seek appropniate tax rulings from the Intemal Revenue Service,
and the form of the Transfer is subject to receipt of such rulings.

(tv}  anirrevocable commument by the electric wtility that it will not, as ¢
result of the transaction. impose any stranded cost charges that it
might otherwise be aliowed to charge retail customers under federal
law or increase the transition charges that it 1s otherwise entitled to
collect under this Arucle XV7

ComkEd hereby trrevocably commits that it will not, as a result of the Transfer,

either impose any stranded cost charges that it might otherwise be allowed to charge retail

customers under federal law or increase the transition charges that it is otherwise entitled to

~— collect under Article XVI1 of the Act.
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(v}  cancellation of fuel adjustment clause.
ComEd's fuel adjustment clause was previously canceled;

(Vi)(A) a description of how ComEd will meet its service obligations under the Act
in a safe and reliable manner.

The Transfer does not pose any risk to the safety and reliability of service
provided by ComEd. As discussed above, ComEd will obtam its source of supply from Exelon
Genco under the PPA. Exelon Genco, which will combine the ComEd and Power Team
wholesale marketing talent and operations, will serve ComEd from the very same resources that
ComEd has today: the ComEd nuclear units, the various Fossil Plant Agreements and market
sources. Accordingly, the Transfer will not limit or reduce the resources available to serve
ComEd.

Moreover, In no respect will the management of ComEd's power supply be
inferior to the management of ComEd's resource portiolio today. To the contrary, the addition of
the Power Team expertise to the management of ComEd's supply needs should enhance ComEd's
reliability. As Mr. McDonald explains in his direct testtmony, Power Team brings to the table a
highly successful wholcsa]e marketing operation, with a proven track record.

Further, the PPA provides for the same type of load and resource planning that
ComEd engages in today. Under the PPA, each year ComEd and Exelon Genco will engage in a
planning process for the following year. This process will enable Exelon Genco to procure
whatever resources may be necessary to sansfy‘ ComEd's needs the following year. A load and
resource plan for the 2000-2004 penod is ana:hcd as Appendix K.}

Afier the PPA expires, ComEd will obtain its then-required supply from market

sources, which could include Exelon Genco. ComEd expects that the power supply market at

’ Appendix K contains confidential information and is being submitted under seal.
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that time will include many more supply options than it does today. A substantial amount of new
capacity has been proposed in Hlinois alone. While not all of the proposed capacity may come to
market, ComEd anticipates that a significant level will and that there will be no difficulty
procuring réplacemcnt supply upon expiration of the PPA. ComEd also potes that, with this
Commission’s approval, two other [llinois electric utilities, Illinois Power Company and Central
Nlinois Public Service Company, transferred their electric generating assets to a generating
company affiliate and entered into supply contracts with those affiliates that expire on December
31, 2004.

ComEd will continue to own and operate its transmission and distribution
systems. The Transfer will not affect, in any respect or to any degree, ComEd's obligations to
the Midwest Independent System Operator.

The Transfer will not interfere with or disrupt the Company's continuing efforts to
improve the performance of its distribution system. To the contrary, the Transfer will separate
the distribution and generation functions, and will facilitate singuiar management focus on
distribution system operations. As explained in the November 23 Notice regarding the Unicom-
PECO merger, the distribution and generation functions will report to scparate managers.

The Transfer also will not adversely affect the Company's ability to invest in
distribution svstem enhahcemcnts As the Company's accompanying ROE analyses demonstrate,
the Transfer will have no adverse effect on ROE. Accordingly, the Company's plans to improve
its distribution system will be unaffecied.

Likewise, the Transfer will not neganively affect the operating performance of the
nuclear units. Indeed, the Transfer is not intended to effect any change in the way those plants
are run or managed. The same team that has so dramatically turned sround the performance of

those plants 1o a short period of time will continue to operate and manage those plants.
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Moreover, PECO itself brings an admirable operating record to the table. Between them,
Unicom and PECO intend to establish in Exelon Genco the single best nuclear operating team n

the business.
{vi)(B) ComEd's projected earned rate of return on common eguity, calculated in
accordance with Section 16-111(d) of the Act, for the period 2000 through
2004, both with and without the Transfer.

Section 16-111(g) requires that the Company submit apalyses of its ROE, both
with and without the Transfer, for each year subscquent to the Transfer through 2004. The
purpose of this requirement is to allow the Commission to assess whether the Transfer will result
in the Company’'s ROE being so fow that there is a strong likelihood that the Company would
qualify for an exception to the base rate freeze. Section 16-111(d) authorizes electric utilities to
request an increase in electric base rates where the ntility’s two year average ROE is less than the
average return on 30-year treasury bonds for the same two-year period. The projections of
ComEd's annual returns on common equity ("ROE"), both with and without the Transfer, are set
forth in Appendix L, and discussed in Mr. Berdelle's direct testimony. (App. F)

The ROE analyses provided by the Company amply demonstrate that the Transfer
will not produce a strong likelihood that the Transfer will result in ComEd being entitied to
request an increase In base rates during the mandatory transition peniod. To the contrary, the
ROE analyses show that the Transfer will not decrease the Company's retum on common equity
dunng any study year subsequent to the ransfer.

Moreover, the ROE analyses are extremely conservative. The Company tested
the effect of the Transfer under widely varying load retention assumptions: i) retention of all
load; and 1) retention of po load. At neither extreme does the Transfer have any significant

downward 1mpact on the Company’s projected ROE. Also, as noted above, the Transfer

¢ Appendix L contains confidential information and is being submitted under seal.
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minimizes risks embedded in the “no Tremsfer" base case — the risk of a deterioration i nuclear
operating performance and the risk of an increase in power supply costs. The Transfer fixes

ComEd's power supply costs for the four year study period.

B. Compliance with Section 16~128(c)

Section 16-128(c) of the Act 1mposes certain obligations on the Company in
connection with the Transfer. 'I’he‘ obligations relate to the terms and conditions of employment
for those current employees who are offered jobs with Exelon Genco, and to a transition plan for
those employees who are not offered jobs.

Section 6.1(b) of the Contribution Agreement (App. A) sets forth the contract
provisions necessary to comply with Section 16-128(c).

ComEd also commits to implement a transition plan, as required by Section 16-
128(c) to the extent that any non-supervisory personnel are not offered employment afier the
transfer. However, a transition plan for emplovees who are represented by the Union will be the
result of negotiations between ComEd and the Union. Accordingly, it would not be appropriate

for ComEd to unilaterally put forth a detailed transition plan at this time.
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Respectfully submitted,

_Commo Edison Company
By:
One of its attomeys
Rebecca J. Laner
General Counsel
Commonwealth Edison Company
125 8. Clark St

Chicago, Illinois 60603
(312) 394-5400 - voice
(312) 394-3950 - fax
rebecca.lauer@ucm. com

Paul T. Ruxin
Christopher W. Fiynn
Holiy D. Gordon

Jones, Day, Reavis & Pogue
77 W. Wacker

Suite 3500

Chicago, Ilinois 60601
(312) 782-3939 - voice
(312) 782-8585 - fax
ptruxin(@jonesday,com
cflynn@jonesday.com
hgordon@)onesday.com
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Affidavit
Robert E. Berdelle, Vice President of Commonwealth Edison Company, being first duly
sworn, states that he has read the foregomg Notice, that he is familiar with the facts stated therein

and that the facts stated therein are true and comrect to the best of his knowledge.

Robert E. Berdelle

Subscribed to and swom before me
this 18th dey of May, 2000.

Ol E Qb

Notary Public
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APPENDIX E

STATE OF ILLINOIS
ILLINOIS COMMERCE COMMISSION

Commonwealth Edison Company )

)
Notice of transfer of gencrating, wholesale )
marketing and associated assets and entry mnto )
related agreements pursuant to )
Section 16-111(g) of the llinois Public )

Utilittes Act.
DIRECT TESTIMONY OF ROBERT K. MCDONALD

Q. Please state your name and business address.

A.  Robert K. McDonald, Unicom Corporation ("Unicom™), 10 South Dearbom, 37th Floor,
Chicago, Ilinois 60603.

Q. What is your position with Unicom?

A Vice President.

Q. What are your duties in that position?

A My major duties are to facilitate and coordinate the development of Unicom's overall

corporate strategy as well as to investigate growth opportunitics for the corporation,
including mergers, acquisitions and other strategic combinations. I am also responsible
for assisting in the development of new market institutions as needed. Finally, I am the
Unucom project manager for the intcgranon of PECO and Unicom.

Q. Please provide your educational and employment background.

A I'hold a Bachelor of Science and a Masters of Science Degree in Electrical Engincering
from the Umversity of Illinois tn Champaign and a Masters of Business Administration

from the University of Chicago. I began work for Unicom's electric utility subsidiary,




24 Commonwealth Edison Company ("ComEd®), in 1978. During my employment with

25 ComEd, I held various positions in System Planning, Generation Planning, Division
26 Engineering, Strategic Analysis, Treasury, Transmission Planning, and finally Strategic
27 Planning. Ibecame Strategic Planning Vice President in May, 1998. ] was eiected as a
28 corporate officer in December, 1999.

29 Q.  Whatis the putpose of your testimony?

30 A. The purpose of my testimony is to discuss ComEd's decision to transfer its nuclear

31 generating assets to an affiliated generating company ("Exelon Genco™). I will introduce
32 ComEd, generally, as it currently is structured, and I will discuss the pending merger

33 involving Unicom and PECO Energy Company ("PECO"). I will explain why ComEd
34 has decided to transfer its generating assets to Exclon Genco (the “Transfer”), which

35 specific assets are being transferred, and what the Transfer means for post-merger

36 operations. In this regard, | will discuss various related contracts and contractual

37 provisions. 1 will also discuss why the Transfer will not render ComEd unable to provide
38 its tariffed services in a safe and reliable manner. 1 also will present ComEd's plaas for
39 complying with Section 16-128 of the Illinois Public Utilities Act ("Act") relating to

40 employees at the affected plants. Lastly, | respond to two questions posed by the

41 Commission in connecuon with the Company's original, March 16, 2000 Notice

4z regarding the transfer of the plants

43 QOverview
Q. Pieasc descnbe Unicom.
45 A Unicom, which is based in Chicago, I!linois and has been incorporated since 1994, is a

46 public company dedicated 1o meeting the energy needs of residential, commercial,
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47 industrial and wholesale customers. Unicom and its subsidiaries have approximately

L/48 16,000 employees, $7 billion in annual revenues, and 182,000 shareholders. Unicom is
49 the parent holding company to ComEd, its principal subsidiary. Unicom is aiso parent to
50 a number of tnregulated subsidiaries which arc engaged in a variety of energy services
51 and activities.

52 Q. Please describe ComEd.

53 A ComEd is engaged in the production, transmission, distribution end sale of electricity to

54 wholesale and retail customers. ComEd has been providing electricity to customers in

55 Northern Ilinois since 1887, when it was founded as Chicago Edison Company. ComEd

56 provides service to more than 3.4 million customers {nearly 300,000 are conmercial and

57 industrial customers, and the rest residential) across northemn Illinois, or 70 percent of the
| 58 state's population, covering approximately one-fifth of the state of Nllinois (including the
‘\"'59 city of Chicago). ComEd owns and operates the nation's largest nuclear fleet, with over

60 9,550 MW of generating capacity. In eddition to selling energy from these plants to

61 ComEd's customers, ComEd actively participates 1n selling energy into the wholesale

62 market.

63 Q. Please describe PECO.

64 Al PECO 1s an electric and gas utility senang 1.5 million electric customers and more than

65 400,000 natural gas customers in the Philadelphia area. PECO has a substantial nuclear
60 flect, and also owns and operates coal, natural gas, oil, landfill gas and hydro generating
67 plants. PECO participates actively 1t the deregulated marketplace, trading wholesale
68 power 24 hours a day in 47 states and Canada, purchasing and operating nuclear

—
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generation and establishing unreguiated ventures in retail energy sales,
telecommunications and utility infrastructure management.

Please describe the pending Unicom-PECO merger.

Unicom and PECO have entered into a definitive agreement providing for a merger of
equals. Unicom will merge with a new holding company affiliate of PECO to form
"Exelon,” a new holding company. Exelon will be the parent of, among others, ComEd
and PECO. On November 22, 1999, ComEd notified the Commission of the merger
pursuant to Section 16-111(g) of the Act. Applications related to the merger are pending
before the Federal Energy Regulatory Commission, the Nuclear Regulatory Commission
and the Pennsylvania Public Service Commassion. Exelon will also register with the
Securities and Exchange Commission as a holding company subject to regulation under
the Public Utility Holding Company Act of 1935.

How does the decision to merge relate to the decision to separate the nuclear assets and
wholesale business from ComEd?

From Unicom's perspective, the merger 1s part of our continuing effort to restructure
ComEd's operations and our unregulated ventures to adapt to a new competitive
environment. We believe that intminsically different markets will develop for generation,
energy services, and transmission and distribution. To succeed in these markets, Unicom
must deveiop separate orgaruzanons wilth distinct focuses, assets and skills and find
opportunities for growth. The Generation organization will focus on maximizing the
generation and sales of low-cost energy into the wholesale market. The Transmission

and Distribution organizaton will focus on providing all required energy over a reliable




91 delivery system 1o its retail customers. The Unregulated Ventures organization will focus

\-/92 on providing a portfolio of utility-related products and services.
93 The combination with PECO allows Unicom to address all of these concerns. The
94 merger will allow Unicom to separate ComEd's generation function frorm the
95 transmission and distribution operations and to isolate some of the risks inherit in the
9% generation business. It will focus greater management attention on improving the |
97 operation of the transmission and distribution systems. Finally, the reorganization will
98 structure operations to ensure the continued financial viability of ComEd. As we have
99 previously explained to the Commission, ComFEd will emerge from the reorganization
100 stronger, from both managerial and financial perspectives.

101 Q.  How will the generation and wholesale marketing fimctions be separated from the

102 transmission and distribution operations?

\1'03 A, The separation of the generation and wholesale marketing functions from the
104 transmission and distribution functions is a central component of the overall
105 restructuring. All generating resources will be controlled, and all wholesale marketmg
106 will be conducted, by Exelon Genco. ComEd and PECO will operate their respective
107 wires businesses and will not play a role 10 wholesale marketing. (Of course, ComEd
108 will in the future access the wholesale market as a purchaser.) ComEd will retain certain
10¢ existing wholesale contracts with munucipal customefs.

110 Q. Please describe Exelon Genco.
11 A Exelon Genco will be a wholly-owned subsidiary of Exelon that will coatain the

112 generation resources and wholesale marketing businesses of ComEd and PECO.
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113 Q. Please describe the ComEd generation resources and wholesale marketing businesses that
114 Exelon Genco will assume.

115 A ComEd’s current net generating capability is approximately 9,550 megawatts (MW),

116 supplied by five operating nuclear generating stations. (ComEd has a sixth nuclear

117 station, Zion, which has been retired.) In December 1999, ComEd completed the sale of

118 9,772 MW of fossil plants to Edison Mission Energy "EME"). The Commission

119 previously approved that sale in Docket No. 99-0282. In connection with the EME sale,

120 ComEd entered into certain PPAs with EME. The EME PPAs entitie ComEd to purchase

121 capacity and energy from EME on specified terms through December 31, 2004.

122 Prior to the EME sale, ComEd sold fossil plants to affiliates of Dominion Resources, Inc.

123 ("Dominion") and Southern Company ("Southern™). ComEd had also entered into PPAs

124 with Dominion and Southern. Additionally, going forward, ComEd has PPAs with
kT.‘ZS several independent power producers ("IPPs") located in and around its service territory.

126 I will refer to the PPAs with EME, Dominion, Southem and the IPPs, which are

127 identified on Schedule 2.1(e) of the Conmbution Agreement, as the "Fossil Agreements.”

128 ComEd's wholesale marketing busmess was founded in 1994 to market ComEd's

126 gencration capacity and acquire energy when needed for retail operations. Since that

130 ume, wholesale markenng has been instrumental 1n acquiring energy to meet

13! successively higher record demands 1n ComEd's service temitory. It has Jowered

132 ComEd's overall energy supply cost by optimizing the use of wholesale purchases

132 relative to ComEd's generation capacity. It has also effectively marketed ComEd's

134 generauon, selling over 17 million MWH last year.
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Please discuss PECO's generating resources and wholesale marketing business.

PECO has 9,561 MW of generating capability, which, as | mentioned, consists of nuclear,
coal, natural gas, oil, landfill gas and hydro generating plants. PECO also has an interest
in AmerGen, a partnership with British Energy, which was formed in 1997 to acquire
additional nucicar generating assets. Both PECO and British Energy have strong
operating cultures for safety and reliability. AmerGen has acquired (with this
Commission’s approval) the Clinton Power Station in southern Illinois.

At the heart of PECO's wholesale power business is Power Teamn — a five-year
old unit that is a leading, reliable supplier of electricity to other utilities, cooperatives and
marketers all across the continental United States and Canada. Power Team's energy
sales have grown in each of the past five years, and for the first time, wholesale deliveries
exceeded PECO's retail sales in 1998. Power Team also has agreements to market full
output of plants under construction or planned in Texas, Georgia and Oklahoma.

What assets will ComEd transfer to Exelon Genco?

The specific assets ComEd intends to transfer to Exelon Genco are identified and
described in the Contribution Agreement, which is attached to the Notice as Appendix A.
In general, ComEd intends to transfer and/or assign (as applicable) to Exelon Genco: (1)
all six of 1ts nuclear plants, including the land on whach they sit and the equipment used
in their operation; (ii) the Company's nghts under the Fossii Agreements; (i1} various
fuel supply agreements and other leases and contracts related to the generation business;
(1v) all real and personal property and assets related to and used in the conduct of
ComEd's wholesale marketing business (¢.g., computers, trading floor equipment); and

(v) the capital stock of Concomber.
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ComEd will also transfer to Exelon Genco all assets, including investments, held
in ComEd's decommissioning trusts. ComEd will retmn the obligation to coliect
unfunded decommissioning cost charges from ratepayers, and to forward such funds to
Exelon Genco.

Who will have the obligation to decommission the plants?

Exelon Genco will have the obligatioﬁ to decommission the plants.

Will ComEd transfer any transmission ar distribution gssets to Exelon Genco?

ComEd will not transfer to Exelon Genco any transmission or distribution assets, with the
exception of a synchronous condenser at the Zion station and certain land on which
various facilities sit. ComEd will have the right to control and operate that synchronous
condenser. ComEd will continue to own and operate its other transmission and
distribution assets subject to any current or future obligations to any independent system
operator or regional transmission organization.

Will the Transfer adversely affect the reliability of the ComEd nuclear plants?

No. The Transfer will not negatively afiect the operating performance of the nuclear
units. The nuclear units will be under the same direct management after the Transfer as
they were immediately before the Transfer. Moreover, PECO itself brings an admurable
operating record to the tabie. PECO 1s recogrized as a leading nuclear operator across
the industry and has managed two other plants under service contracts. PECO's
substantal nuclear flect has set new nuclear performance standards in safety, capacity
factors, refueling efficiency and low operating and ma.mtcnancc costs, while producing

more than 33 billion kilowatt-hours of nuclear electricity in 1998. Between them,
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© 180 Unicom and PECO intend to establish in Exelon Genco the single best nuciear operating
181 team in the generation busmess
182 Q. How will ComEd obtain its power supply after the Transfer?

183 A Acenu-a!featlmofﬂ:eTmnsfm-isﬂlePPA,aj:owcrsupplyagree:n:ntunderwhich

184 Exelbn Genco will supply all of ComEd's requirements from the date of the Transfer

185 through December 31, 2004 (the "Initial Term"), and, in 2005 and 2006, all of ComEd's

186 requirements up to the available capacity of the transferred nuciear units. The PPA will

187 ensure ComEd a reliable source of supply, while at the same time, as I will explain,

188 protecting ComEd from the rigk of suboptimal performance of the nuclear units, energy

189 price volatility and many of the financial effects of load loss associated with the transition

190 to a competitive retail market.

191 Under the PPA, Exelon Genco will be ComEd's sole external source of supply
\'1/92 during the Initial Term of the PPA (i.c., through 2004). (ComEd may still, from time to

193 time, employ small generators (known as "distmbuted generation™) throughout its system

194 for reliability purposes, and will still make purchases required tnder PURPA.) During

195 the Initial Term, Exelon Genco will supply all capacity and energy required by ComEd to

196 serve its load, sausfy applicable reliability requirements, provide ancillary services and

197 satisfv any and all other obligations that ComEd may have. To satisfy ComEd's

198 requirements, Exelon Genco will rely on the same sources of supply that would otherwise

199 be available to ComEd absent the Transfer: the nuclear units, the Fossil Agreements and

200 other market sources.

201 Subsequent to the Initial Term, 10 2005 and 2006, Exelon Genco will serve ComEd's

202 rcduircmcnts up to the available capacity of the transferred nuclear units.
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203 Q. How will capacity and energy be priced?

24 A ComEd will not pay a separate capacity charge; ComEd will pay only an energy charge.
205 The PPA sets forth a schedule of encrgy prices, on- and off-peak, by month for the Initial
206 Term. Prices for the years 2005 and 2006 will be set at then prevailing market rates, and
207 will be filed with the FERC for the FERC’s approval.

208 Q. How were the monthly prices developed?

209 A The monthly prices were developed using data that reflect ComEd's cost of service

210 associated with the nuclear units, prices under the Fossil Agreements, and projections of
211 market prices. The nuclear plant costs reflect both a.projected, substantial write-down of
212 investment in the nuclear plants at closing of the Unicom-PECO merger and the benefit
213 of the improvement of the nuclear units’ operating performance in recent penods.

214 Specifically, the prices assume that the the nuclear plants will operate at an aggregate

215 capacity factor of 85%, which compares with the historical capacity factor of §9% for the
216 period 1989 through 1999. In other words, Exelon Genco is giving ComEd the benefit of
217 an increase in the units' overall capacity factor to a Jevel much higher than that at which
218 they have historically operated, as well as reflecting the benefit of the reduction in book
219 Investment.

220 Q. Why were prices developed n this manner?

221 A There are three principal reasons. First, the price of energy provided to ComEd during

222 the Ininal Term is intended to approximate the cost to ComEd of these same sources were
223 the Transfer never to occur. We are not attempting to effect any increase in cost to
224 ComEd by moving the nuclear assets and other resources to Exelon Genco. Moreover,
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- 225 the prices will be fixed for the term of the agreement to protect ComEd from any

226 increases in cost, whether due to gperating costs, additional investment or market prices.
227 Second, the Initial Term pricing aiso allows ComEd's power supply costs to nse
228 and fall with its load. ComEd will no longer have any fixed power supply costs that it
229 has to cover regardiess of load levels. Rather, ComEd will only be required to pay for
230 that energy which it needs. IfComEd'sloadfalls,itsoostsalso&ll,inpwpmﬁonm.thc
231 reduction in load. This feature affords ComEd's ROE significant protection from risks
232 associated with the level of switching to other suppliers.
233 Finally, the Initial Term pricing protects ComEd from any risk that nuclear plant
234 performance deteriorates during the term of the agreement. Naturally, ComEd does not
235 expect that the same team that has rescued the nuclear units from the prior performance
236 patterns and established an admirable operating record would aliow the units to return to |
Lf?:? their prior performance patterns. Nonetheless, under the PPA, ComEd will no longer
238 bear that risk; it will become Exelon Genco's sk ComEd will pay prices based on high
239 operating performance ievels regardiess of actual perforrmance. This not only protects
240 - ComEd from the risk, but also provides Exelon Genco with a significant incentive to
24] keep the plants running well. Any operating perfonmance slippage will accrue to the sole
242 detnment of Exelon Genco

247 Q. Does the Transfer alter or change anv nsk relating to availability of supply during the
244 ~ 2001-2004 period?

245 A, No, the Transfer does not alter any nisk relating to the safety and reliability of service

246 provided by ComEd during that peniod. As I have discussed previously, ComEd will
247 obtain 1ts source of supply from Exelon Genco under the PPA. Exelon Genco, which will
‘\_.,,
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248 combine the ComEd and Power Team wholesale marketing talent and operations, will

249 serve ComEd from the same resources that ComEd has today: the ComEd nuclear units,
250 the various Fossil Plant Agreements and market sources. Accordingly, the Transfer will
251 not limit or reduce the resources available to serve ComEd.

252 Moreover, in no respect will the management of ComEd's power supply be

253 inferior to the management of ComEd's resource portfolio today. The addition of the

254 Power Team expertise to the management of ComEd's supply needs should enhance

255 ComEd's reliability. Power Team brings to the table a highly successful whoicsale

256 marketing operation, with a proven track record.

257 Further, the PPA provides for the same type of load and resource planning that
258 ComkEd engages in today. Under the PPA, each year ComEd and Exelon Genco will

259 engage in a planning process for the following year, which will result in an anmual load
260 plan. This process will enable Exelon Genco to procure whatever additional resources
261 that may be necessary to sansfy ComEd's needs the following year. 1 wish to emphasize
262 that the PPA expressly provides that the annua] load plan is designed to provide a

263 reasonable basis on which to estimate ComEd's service requirements, and will not relieve
204 Exelon Genco from its obligations to provide ComEd the actual full requirements needed
263 to meet ComEd’s service obligabons to retail and retained load.

260 Afier the PPA expires, ComEd would obtain its then-required supply from market
267 sources, which could include Exelon Geneo.

268 Q. Do you expect that market sources will be adequate at that time?
269 A Yes. In fact, we expect that the power supply market at that time will include many more

270 supply options than it does today. A substantial amount of new capacity has been
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M proposed in Illinois alone. While not all of the proposed facilities may be buiit, ComEd

\-572 anticipétes that & significant number will and that there will be no difficulty procuring
273 replacement supply upon expiration of the PPA. 1 also note that two other Tlinois electric
274 utilities, Illinois Power Company and Centrat Tilinois Public Service Company,

275 transferred their electric generating assets 10 a generating company affiliate and entered
276 into supply contracts with those affiliates that expire on December 31, 2004.

277 Q. Has ComEd prepared a Ioad and resource plan?
278 Al Yes. The Company has prepared a load and resource plan for the 2000-04 smdy period

279 that assumes 100% load retention. The plan accompanies the Notice as Appendix K

280 (coufidential). The plan shows that in some years, at 100% load retention, currently

281 contracted Genco resources would produce a reserve margin below a 15% reserve

282 margin, computed in accordance with the MAIN methodology. To the extent that Genco
\-583 requires additional resources to serve the ComEd load, Genco would arrange to purchase

284 additional resources o ensure reliable service. The attached plan also indicates the level

285 of planned resources that other entitics plan to install in the ComEd contro} area, whick,

286 in the aggregate, greatly exceeds the amount by which currently contracted Genco

287 resources would fall below a 15% teserve margin at 100% load retention. In additon to

28k the new control area resources referenced m the plan, there will be other resources

286G outside of the ComEd contro!l area that could be umpotted in the event, and to the extent,

290 necessary. ComEd also has the abibity to utilize additional load management measures.

29] I note also that the transfer of ComEd’s physical generating assets and contractual

252 generation resources to Genco does not change the plan in any respect from what would

293 be the case were the transfer not to occur. The pian would be exactly the same if ComEd
—
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794 were to maintain ownership of the nuclear plants and other capacity rights. Accordingly,

g
295 the transfer does not adversely affect ComEd’s ability to provide reliable service in any
296 respect.

297 Q. 'Will this reorganization have an impact on the efficiency of Northem Iilinois’ wholesale

298 market?

209 A By dividing ComEd into a Gcnemnon and Distribution orgamization, we hope to

300 stimuiate the development of a more efficient energy market in Northern Illinois. As the
301 Exelon Genco and ComEd grow as two separste organizations, they may independently
302 transact in an open wholesale market and help to foster institutions that increase market
303 liquidity and efficiency.

364 Q. Will the Transfer interfere with transmission or distribution operations?

305 A No. ComEd will continue to own and operate its transmission and distribution systems.

\'506 The Transfer will not affect, in any respect or to any degree, ComEd's participation in the
307 Midwest Independent System Operator.
308 The Transfer will not interfere with or disrupt the Company's continuing efforts to
309 improve the performance of its distnbution system. To the contrary, the Transfer will
310 scparate the distribution and generation functions, and will facilitate heightened
311 management focus on distribution system operahons.
3z The Transfer also will not adversely affect the Company’s ability to invest in
33 distnibution system enhancements. As the Company's accompanying ROE analyses
314 demonstrate, the Transfer will have nc adverse effect on ROE. Accordingly, the
318 Company's plans to improve its distribunon system will be unaffected by the Transfer.
—
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Q. What two sets of questions did the Commission pose to the parties in Docket No. 00-

02447

A The two sets of questions were:

1)  Will Commonwealth Edison have the ability to provide a reliable source of
electricity to its retail customers who opt to take service under the power purchase
option (“PPO™) required by Section 16-110(b) if the transactions described in the
Section 16-111(g){vi) notice are completed? Will there be a reliable source of
eiectricity if there is no material change in the Neutral Fact Finder (“NFF")-
'detcnnined market value for customers who shift to the PPO between now and
Summer 2000, as well as for customers who shift to the PPO in future summers
(again, assuming no matenal change in the NFF-determined market value of
power and energy)?

2) The Notice contemplates the transfer by Commonwealth Edison of a number of
nuclear power plants (“hard assets™) that it currently owns. These assets
constitute a significant component of ComEd’s balance sheet in terms of
creditworthiness and as perceived by the fancial industry. What will be the
nature of the assets that ComEd receives in return for the transfer of these bard
assets? Will any perceived difference tn the creditworthiness of ComEd before
and afler the contemplated uinsfcr give nse to increased costs of debt, or any
other impact on the financtal perception of ComEd that could give rise to a
claimed need for higher rates for electncity or delivery services? What financial
guarantees will be given by third parties as further security for the assets received

by ComEd in return for the nuciear power plants?
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Wil the Transfer umpair ComEd’s ability to provide reliable electric service 1o customers
exercising their PPO option this summer and in subsequent years?

No, it will not. The question raised by the Commission refers to the possibility of
customers switching to the PPO shortly before or during summer months. To the extent
that such switching may occur, ComEd’s ability to serve the switching load will not be
lessened to any degree by the transfer of ComEd's remaining generating assets and -
resources to Exelon Genco. The ability to serve PPO load is a planning and supply issue.
The planning process and ComEd'’s ability to serve PPO load — cither this year or in
subsequent years - will be utterly unaffected by the transfer of generating assets to
Exelon Genco. Currently, ComEd plans for its load on an annual basis. This year, prior
to the Transfer, ComEd plans to serve that load using & mix of resources, which include
its nuclear generating plants, capacity under contract and other market sources. Afier the
Transfer, ComEd will still ptan for its ioad on an anpual basis. ComEd will plan to serve
this load through the mandatory transition period through Exelon Genco, which will use
the same mix of resources (the nuclear plants, contract capacity and other market sources)
to serve ComEd that ComEd itself would have used.

Will Exelon Genco be required to supply ComEd with the capacity needed to serve PPO
load during the mandatory transition penod?

Yes. under the PPA, Exelon Genco will be required to supply ComEd’s full load
requirements during the mandatory transitton period. While Exelon Genco and ComEd
wil] cooperate to plan for ComEd's needs, Exelon Genco's obligation will not be Limited
to ComEd’s planned or anticipated ioad. Exelon Genco must provide capacity and

energy adequate to cover ComEd’s actual load requirements.
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362 Q. Will the use of the NFF to determine the price under the PPO affect ComEd’s ability to
363 serve PPO Joad?

364 A No, the ability to serve PPO load is not dependeat on the particular mechanism used to
365 set the PPO price. Again,thisisaplannhgmdsnpplyissuc. 1t is not a pricing issue.
366 Q. What cost of service issues have been posed by the Commission?

367 A The Commission has asked, essentially, whether the Transfer will adversely affect the
368 Company’s cost of cgpita.l to an extent that increases the Company’s cost of service.
369 Q. Will the transfer of nuciear assets negatively affect the Company’s cost of capital?

370 A No, the Transfer will not adversely affect either the cost of debt or the cost of equity.

371 While, as the Commission notes, the Transfer will reduce the level of “hard assets™ on the
372 Company’s books, it is far more significant from a lender’s credit-assessment perspective
373 that the Transfer will greatly reduce ComEd’s generation-related default risk. Further,
374 the Transfer is not expected to significantly affect ComEd’s required return on equity.

375 Q. Please discuss the effect of the Transfer on the Company’s debt ratings.

376 A Debt ratings are issued by independent rating agencies. The primary risk that debt rating

377 . agencies address is the risk of default. In the past, the rating agencies used a single set of
378 critena for all investor-owned electne uulities (“electric IOUs™), because virtually all
379 electnic IOUs were vertically integrated, and there was no significant difference 1o the
3RO default nsk profites of the generanon. transmission and distribution functions. Al three
381 were subject to rate of return regulanon, and electnic [QUs were guaranteed an
382 opportunity to eam a reasonable rate of return. Today, however, competition has been
383 introduced in the generation business itne, at both the wholesaie and, in states such as
384 Minois, the retail levels. The risks associated with competition are likely to make the

17
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default risk of a debt investment in a genefation business greater than the default risk
associated with a debt investment in a wires business (transmission and distribution).
Accordingly, as electric utilities are separating their generation and wires businesses into
different companies, the rating agencies use crteria specific to the type of business(es) in
which the company engages.

Have the ratings agencies themselves indicated that they consider the default risk of a
debt investment in a wires business to be lower than the default risk of a debt investment
in a generating business?

Yes, they have. The rating agencies have indicated that the fmancial parameters
considered appropriate for measuring the debt default risk of a vertically integrated
electric utility company are not necessarly suitable for assessing the debt default risk of a
wires company. In particular, the agencies’ general assessment is that companics electing
to focus on generation will need higher cash flow coverages and stronger capitalization
ratios (1.¢., more equity} to maintain the same debt rating as the generation market
becomes more competitive. As a result, the general view is that transmission and
distribution companies are likely to experience relatively higher credit ratnngs for similar
levels of debt-protection.

What is the significance of the ranng agencies’ view for ComEd's post-Transfer credit
raungs”?

Of course, we cannot predict exactly what action cach of the rating agencies will take
with respect to ComEd after the Transfer. However, the most significant factor in
assessing ComEd’s debt creditworthiness will be the degree to which it has protected

iself from the debt default risk associated with the marketing of generation. As1
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explained above, and as the Company explained in the Notice, a principal purpose of the
Transfer is do just that — isolate ComEd to the greatest extent possible from financial
risks associated with the ownership, operation and marketing of generation.

Do you agree that the nuclear asscts constitute “a significant component of ComEd’s
balance sheet in terms of its creditworthiness and as perceived by the financial industry™
1 agree that historically an electric IOU’s balance sheet has played a significant role in
credit risk assessment. The rating egencies have moved away from reliance on balance
sheet measures, however, for a variety of reasons. The principal reason involves lack of
uniformity in asset valuation practices and depreciation policies, particularly as energy
compantes become global in scope. The agencies focus instead on levels of debt, cash
and cash flow.

Will the Transfer adversely affect the Company’s cost of equity for either bundled
electric service or delivery service?

No, there is no reason to believe that the Company's reguired retum on equity will be
any higher after the Transfer than before. Moreover, I would note that, dunnog the
mandatory transition peniod, the Company’s ability to seek an increase in rates for
bundled electric service {generation and delivery services) is governed by Section 16-
111(d} of the [Minois Public Utiliies Act. Mr. Berdelle has submitted anzalyses
demonstrating that ComEd would not qualify for an increase m bundled electnic rates
under that test

The Commussion expressed an 1nterest 1n what assets ComEd is receiving in exchange for
the nuclear assets. What consideration 1s ComEd receiving in return for the asscts being

transferred?
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431 A Theprincipal consideration ComEd receives is ComEd stock that wili be held by Exelon

L/432 ~ atthe time of the Transfer. As described in the Notice, the Transfer will occur by ComEd
433 first transferring the assets to a sybsidiary of ComEd. ComEd will then exchange its
434 stock in the subsidiary with Exelon for ComEd conxmon stock held by Exelon. ComEd
435 will then retire that stock.

436 Q. Doesthcnatm‘coftheassetsbemgmcéivedbyComEdasconsidm'aﬁonréqui:eﬂlatany
437 additional financial gnarantees be given as security?
438 A, No, it does not.

439 Does this conclude your testimony?

o

40 A Yes.
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Foul
Attachment Si(to City Ex. 1.0

Class of Capital
Long Term Debt

{reported by Edison)
Plus IFC - 2002

Adjusted Long Term Debt

Preferred Stock
Common Equity

Total

End of
Percent Year

Amount (000's)
$ 6,963,798
$ 340,000
$ 7,303,798
$ .
$ 5,833,786
$ 13,237,584

55.18% 6.80%

{l L QB
44.82% 9.86%

100.00%

Weighted

3.75%

539
A42%

8% Q.{0%e




